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Introduction
..

On November 6th, 1990, a referendum in each of South Carolina's 46 counties will determine
which counties adopt a one percent local option sales tax in addition to the present 5 percent sales
tax. The stated purpose of the tax is to provide both property tax relief and additional local
revenues. While a large part of the tax will go to replace the property tax, there will be a net
increase in total local taxes where this tax is adopted. Some individual taxpayers may see their
taxes fall, but the average taxpayer will see some increase.
The referendum is a first step toward implementing local option sales taxes in some or all of
South Carolina's 46 counties. In counties where the referendum passes, the tax will be
implemented on July 1st, 1991. In counties where the referendum fails, a second referendum can
be held in the future. 1 In counties where the tax is approved, the S.C. Tax Commission will begin
to distribute revenues from this tax to the counties where the sale occurred in the third calendar
quarter of 1991. Participating counties and their incorporated municipalities will be required to roll
back property taxes at increasing rates over the next five years. The amount of the rollback in each
county is not discretionary, but is fixed by the state as a percentage of sales tax collected, rising
each year from the first to the fifth year.
This paper examines major features of the local option sales tax in other states and places them
in the context of the South Carolina proposal. There are seven sections. The first section examines
the background oflocal revenue diversification nationally and in South Carolina. The second
section discusses the reasons for selecting a sales tax in preference to other alternatives. The third
section considers some design issues, such as rates and use taxes, and evaluates the choices made
by the General Assembly on each design question. The fourth section looks at the the issue of
property tax relief. The next two sections examine some of the important effects of adopting this
tax, effects on distribution of the tax burden, revenue, and economic efficiency (including business
location, compliance costs, and administrative costs). The final section is a summary and
conclusions.
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Local Revenue Diversification
South Carolina has been one of many states searching for alternative local revenue sources in
the last 15 years. From Maine to California, dissatisfaction with the property tax as the primary
local revenue sources has driven most states to explore other options. The revenue source most
commonly chosen has been the local sales tax. In 1989, a total of 8,814 local governmental units
in 30 states--cities, boroughs, towns, townships, counties, school districts, and transit districts-
levied some form of local general sales tax. The number of local governments using general sales
taxes is nearly double the number with income taxes, and has shown rapid growth in recent years.
In 1976 only 4,893 localjurisdictions imposed sales taxes.
Goals of Nonproperty Taxes. Although the reasons for adopting a local sales tax varied from
state to state, several themes seem to recur in the debates and legislation authorizing this tax.
According to local public finance expert James Rodgers, local non property taxes--of which the
local sales tax is the most popular--have five objectives:
1) to obtain additional revenue while avoiding higher property taxes;
2) to broaden the distribution of the local tax burden to include more of those who benefit
from local public services;
3) to make the tax structure more flexible with respect to local circumstances;
4) to make the tax structure more responsive to rising costs and service demands; and
5) to reduce relatively high tax rates in overlapping jurisdictions, all of which employ the
property tax. 2

In every state, property tax relief and a more responsive local revenue source were important
considerations. In general, two important trends forced state legislatures, including the South
Carolina General Assembly, into searching for additional local revenue sources over the last twelve
years. The first trend was a continued decline in federal aid to state and local governments,
particularly General Revenue Sharing. Federal aid peaked in real terms (corrected for inflation) in
1978. From 1978 to 1989, Federal grants to state and local governments rose from $77.3 billion
to $119 .6 billion. Corrected for inflation, this dollar increase represents a decline in the purchasing
power of federal aid of about 14 percent. As a share of state and local revenues, federal aid fell
from 23 percent to 16 percent during the same eleven year period.
The second trend factor in the push for alternative local revenue sources was the increasing
unpopularity of the property tax, as a wave of property tax revolt began with Proposition 13 in
California and spread across the country.
Two additional factors played an important role in the search for alternative local revenue
sources in South Carolina. First, as federal aid to states declined and demands on the state treasury
expanded, the state in tum was often unable or unwilling to fully fund the formula that determined
the amount of state aid to subdivisions. This aid from the state is a major local revenue source,
accounting for more than one third of local government revenues in South Carolina.
Second, as South Carolina moved from a rural state to a more nearly urban state, additional
local revenues were needed in those growing urban and suburban areas to provide basic local
public services. Some kind of other local tax revenue source was needed to supplement the
revenue from the property tax.
Background of the South Carolina Local Sales Tax. The November referendum is the result
of legislation enacted in the first year of the 1990 legislative session after many years of
discussion, debate, and disagreement on exactly what kind of taxing powers to grant to local
2

general purpose governments. Along with the accommodations tax, the local option sales tax is the
outcome of a search for alternative sources of local revenue, a search that goes back to the
beginnings of home rule in the mid 1970s.

.

In 1977-78, the Local Government Study Committee of the General Assembly contracted with
researchers at Clemson University to identify and evaluate potential alternative local revenue
sources suitable for use in South Carolina. The research team identified twelve options, including
six involving new local taxes and six involving other approaches, such as revising the formula for
state aid to subdivisions and funding the formula at a higher level. 3 One of the six tax options, the
accommodations tax, was passed in 1984. The accommodations tax provided $13.2 million in
revenue to counties and municipalities in 1987-88. While this sum is not large relative to total
budgets, the accommodations tax is an important source of revenue for coastal counties and
metropolitan areas. Because of restrictions on how the funds can be used, however, this tax
provides little property tax relief except in a few areas.
Following implementation of the accommodations tax, legislation was offered in several
succeeding years to provide local governments with a menu of tax choices. It was proposed that
local governments be allowed to employ a mix of including admissions taxes, amusements taxes,
payroll taxes, motor vehicle taxes, and sales taxes. Unlike the accommodations tax, which was
mandated statewide, these proposed taxes were to be true local option taxes in that local general
purpose governments could choose to use them or not. Some, such as the sales tax and the motor
vehicle tax, had considerable potential for raising large amounts of revenue, while others would
have strong revenue potential in some areas and very little in others--the amusements tax, for
example. The final legislation that was approved in 1990 offered only a single option, the local
sales tax.

The Choice of a Sales Tax
The selection of a local option sales tax in preference to the other possibilities reflects several
important considerations. The fact that this tax is the most popular alternative to the property tax as
a local tax revenue source suggests that it has widespread appeal. National surveys confirm that the
sales tax is generally perceived to be fairer and more acceptable than either income or property
taxes. 4 In addition, most state have been looking for a tax with substantial revenue potential in
both urban and rural areas in order to meet local revenue needs and provide property tax relief.
The sales tax met that need.
The appeal of the sales tax from a revenue standpoint is easy to see in contrast to the
accommodations tax. Taxing stays in hotels was attractive because much of the tax would be paid
by out-of-state residents, and little of it would fall on low income families. But many cities and
counties have few hotel rooms and would generate little revenue. The same weakness applied to
some of the other proposed taxes, such as admissions and amusements. The sales tax is less
limited. Every county and municipality, however small, has retail establishments making taxable
sales.
Another attraction of the sales tax lies in the fact that the additional cost of collecting and
administering the additional tax would be very small for merchants and for the Tax Commission.
Since a general sales tax is already in place, there would be no change in the collection procedure
or forms except to verify the county in which the seller was located and the municipality, if any. A
local payroll or income tax is generally more complex to administer, particularly in determining
residence of workers for tax purposes.
3

Finally, a sales tax is collected in small amounts on a day-to-day basis, so it is much less
painful than large, all-at-once levies such as a tax on motor vehicle registrations, or the property
tax. All of these considerations--the acceptability of the tax, the revenue potential, low additional
collection costs, and spreading the collection over many small transactions--made the local option
sales tax a politically more attractive choice, from an administrative viewpoint, than any of the
alternatives.
Local Sales Taxes in Other States. Local sales taxes are the second largest source of local tax
revenues in the United States, following the property tax. While this tax is new to South Carolina,
30 other states already allow local governments to collect sales taxes in addition to state sales
taxes. 5 In six states this tax accounts for more than one-third of county tax revenues, and in
another six it accounts for more than half of municipal tax revenues.
The first local sales taxes were introduced during the Great Depression in New York and New
Orleans, with a rapid spread in popularity in the 1960s and 1970s. In 1989, the addition of 1,398
municipalities and counties in Texas accounted for most of the 26 percent jump in the number of
local jurisdictions using the tax compared to 1988. Local governments in Pennsylvania will have
the opportunity to adopt the tax beginning in 1990, and Minnesota is expected to become the 32nd
state to authorize the tax fairly soon. After the property tax, the local sales tax is more widely used
than any other local tax. Counties in the neighboring states of Georgia, North Carolina,
Tennessee, and Virginia all rely on local sales taxes as a major revenue source.
The sales tax is a significant local revenue source in many states. While the tax only accounts
for 10.8 percent of all local tax revenues nationally, it accounts for almost 18 percent of municipal
tax revenues. In Louisiana the local sales tax provides 50 percent of local tax revenues and 27 .8
percent of all local own-source revenues. 6 In North Carolina, the local sales tax provides about
12 percent of all local own source revenue and 22 percent of all local tax revenues. In Georgia, the
tax provides 9 percent of all local own source revenues and 18 percent of all local tax revenues. 7

Design Issues
When a state legislature authorizes a local option sales tax, there are a number of design
questions that must be addressed. The first is whether to allow a local option or to require that the
tax be imposed by all local governments of a certain type, e.g., counties. A second, closely related
issue is which local governments are allowed to use the tax and how to address problems of
sharing or overlapping where the tax is available to more than one type of local government. The
third issue to be decided by the legislature is what rate to use or what range of rates to permit. A
fourth issue is the local use tax, i.e., whether to allow a county to collect the tax on purchases
made by its residents elsewhere in the state.
Issue #1: Local Option or Mandated Uniformity? Local option is the most common form of
local sales tax, with a few exceptions. Some states mandate the use of the tax in all counties, or
all municipalities, or--only in Louisiana--all school districts. Others, like South Carolina, allow
local governments, or the voters in each area, to choose whether or not to use the tax.
Nevada requires all counties to impose a sales tax of 3.75 percent in all counties, part of
which is earmarked for schools. All counties in California and Virginia must levy a local sales tax.
All incorporated cities in New Mexico have local sales taxes, but with varying rates. All counties
in Tennessee are required to impose a local sales tax at a rate not greater than one-half the state rate.
4

In the remaining 26 states with local sales taxes, local governments may choose whether or not to
use the tax.

•

A local sales tax that is required by the state with a state-mandated rate is really a state tax that
is shared with local government on the basis of where the sales took place. The principal
advantage of having a uniform local tax is that there is no incentive for retailers to locate or
customers to shop in one jurisdiction in preference to another because of the tax. A uniform and
universal local sales tax is also less expensive for the state to administer. However, the advantages
of some local choice usually outweigh these considerations. A local option to use the tax, and
perhaps even select the rate, permits local governments to adapt the tax to local circumstances and
preferences. If the tax is adopted by local governments, perhaps with a referendum, citizens are
more likely to have some impact on how the funds are used, particularly the tradeoff between more
services and property tax relief.
In general, states that have authorized this tax in the last decade have leaned toward more local
choice about whether to use the tax and what rate to charge. At the same time, most states limit
their local governments' freedom to some degree. Few states allow the local government to define
the tax base differently, exempting items taxed by the state or taxing items exempt by the state. A
uniform base is essential to reduce the retail sellers' compliance costs, and makes it easier to put the
burden of administration on the state instead of the local government.
South Carolina has taken a middle path on the local option issue. Each county gets to decide
whether to adopt the tax. If the county adopts the tax, its municipalities automatically participate.
The state, however, has mandated a single uniform rate, which will simplify administration at
some cost in local flexibility.
Issue #2: Which Local Governments Can Use the Tax? In some states, the local option sales
tax is reserved for only counties or only municipalities, while in other states it is available to both.
A few states allow its use by transit districts, school districts, or special purpose districts, creating
possible multiple layers of sales taxation. In this section, we will focus on the issue of city-county
overlap and coordination, but remarks on this issue also apply to other overlapping local
jurisdictions.

In twenty states, both counties and cities are allowed to use the local sales tax. If both
jurisdictions use the tax, the combined state and local tax rate could be quite high. Consequently,
some states have addressed this problem with such solutions as a maximum combined rate,
cooperative administration, or county taxes only outside city limits.
In South Carolina, a "formula" approach was adopted to share total revenues originating in a
county between the county government and the incorporated municipalities. To roll back property
taxes, South Carolina has assigned 67 percent property tax rollback to the counties and 33 percent
to the municipalities within that county. The remaining"new revenue" is then apportioned among
municipalities and the unincorporated areas within each county 50 percent on population basis and
50 percent on where the revenue originated. This rather simple solution is easy to administer.
Issue #3: What Rate to Charge? Some states mandate a single rate, while others offer local
governments a range from which to choose. The advantage of a uniform rate is simplicity for
purchasers, retailers, and tax administrators; the drawback is loss of flexibility in adapting the !ax
to local needs. A 1 percent tax such as South Carolina has authorized can be an extremely
productive source of revenue. The South Carolina local sales tax is projected to yield about $80
per capita, which is about 26 percent of current per capita local property tax revenues (county,
5

municipality, and school district). Thus, the local option sales tax will replace a substantial share of
the property tax for county and municipal purposes.
Nationally, 10 states have only a single local rate or a maximum local rate of 1 percent; in the
other 20 states, the rates may vary either because of flexibility in setting the rate or because
overlapping jurisdictions may use the tax. Except for New York City, local rates are generally
much lower than state sales tax rates. The one percent rate authorized in South Carolina is the most
commonly used local rate in other states, while the average state rate is in the 4.5 to 5 percent
range. The permitted rate or range of local rates is usually established by the state, ranging from a
low of 0.25 percent to the highest rate of 4.25 percent in New York City, which is greater than the
4 percent sales tax rate of its parent state of New York. South Carolina's neighboring states of
Georgia and Virginia both allow a local 1 percent tax, while in North Carolina the local rate can
range from 1 percent to 2 percent. In Tennessee, the maximum local tax is one-half the state sales
tax rate.
Issue #4: The Local Use Tax. One of the most controversial issues in local sales taxation is
whether local governments may charge a use tax. A use tax is equivalent to a sales tax on purchase
made in other areas and brought into the local jurisdiction by the final purchaser. The use tax is
intended to deter shopping in border cities or states with lower sales tax or not sales tax in order to
escape sales taxes. When local governments adopt sales taxes, there is a question of whether they
have the right to collect use tax from their residents who make purchases either in other states or in
other cities or counties in the home state.

In states where tax liability is based on vendor location rather than delivery site, the local use
tax is not at issue. In these states, the local sales tax is collected on the origin principle, i.e., where
the sale occurs, whether the buyer is an in-state resident or an out-of-state residents. Ten states,
however, allow the delivery jurisdiction to collect the tax, including our neighboring states of
Alabama, Georgia, and North Carolina. The principal difficulty with a use tax at either the state or
local level is that it is difficult to track purchases and collect the tax from the purchaser; sales taxes
are normally and conveniently collected by the seller, a solution that does not work well with when
the seller is a nonresident firm.
Local use taxes are based on the same rationale as state use taxes. They collect tax revenue on
purchases that would otherwise escape taxation. There are three options with local use taxes; to
forbid them, to allow use taxes on purchases out of state but not elsewhere within the state, or to
allow taxation of all purchases that residents make outside the local taxing jurisdiction. · The first
two options are the more commonly used, but there are a few cities that attempt to collect payment
of local use taxes on in-state purchases outside the taxing city.8 South Carolina will follow the
second pattern.
To the extent that the state succeeds in collecting use tax on out-of-state purchases, it can be
expected that the local option sales tax will be added to the bill where applicable. If the tax is
widely adopted at the required uniform rate, the lack of an intrastate use tax will not distort
decisions about where to shop or to locate a retail outlet. The fac t that central cities may generate
revenue from shoppers from other jurisdictions is partially corrected by the unusual pool
arrangements in South Carolina described below.

Local Option Sales Taxes and the Property Tax
The local sales tax has several advantages relative to the property tax. It is less costly and less
difficult to administer. The sales tax is somewhat more responsive to growth and inflation than the
6

property tax, and thus to rising costs and service demands as well. The property tax offers a stable
revenue base even in recessions, while the sales tax will offer more increases in revenues with
increases in economic activity.9 (The measurement of responsiveness is considered in more detail
in the next section.)
Property Tax Relief. In many states, the primary purpose of local sales taxes is to avoid
greater dependence on the property tax. It can also be used to shift more of the responsibility of
raising revenue for local services from state (and federal) aid to local taxes, or to increase the level
of local public services. Usually it will do some of each. Very little research has been done on
which of these three purposes predominates in states using local option sales tax. A recent study
by three Clemson economists indicates that property taxes per capita are generally lower in states
that use local option sales taxes than in states that do not, suggesting that property tax relief does
actually occur with the local sales tax. 10 Even if the state does not require a property tax rollback
when a local sales tax is adopted, this tax is likely to provide relief in the future as local
governments look to expand revenues to meet growing service demands.
The South Carolina Property Tax Rollback Like several other states, South Carolina
mandated property tax relief as a condition of adopting the local sales tax. Most states that have
enacted local option sales taxes in the last 30 years have intended them to provide property tax
relief, but few have done so quite as directly as South Carolina. A county that approves this tax
must roll back county and municipal property taxes by an amount equal to 63 percent of the sales
tax revenues received in the first year, leaving 37 percent of the revenues in "new" funds to be
spent as needed for county and municipal purposes. Since none of the sales tax revenue goes to
school districts, property taxes for school purposes will not be affected.
Inlhe second year, the rollback rises to 65 percent; the third year, 67 percent; the fourth year,
69 percent; and the fifth year and thereafter, 71 percent. The rollback will be based on appraised
value, not on assessed value, and will be itemized as a credit on the tax bill. Thus, the amount of
property tax reduction is tied directly to the revenues received from the sales tax. The rollback
applies only to county and municipal property taxes, not to taxes of school districts or special
purpose districts.
Table 1 shows projected first year reductions in the property tax on a $50,000 house and a
$10,000 car for the 46 counties and selected cities. 11 Note that in some cases there is enough sales
tax revenue so that property taxes on lower-valued houses will go to zero. In McCormick County,
even the $10,000 car will pay no tax. Households must weigh these tax savings against the
additional sales tax paid. For a household with a combined income of $40,000, for example, the
S.C. Tax Commission estimates that the sales tax bill will increase by $118.70.
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Table 1
How Much Tax Savings?
Tax Rollback on a $50,000 House
$10,000 Car (Counties & Selected Cities)
County

House

Car.

Total

Abbeville
Abbeville
Aileen County
Aileen
North Augusta
Allendale County*
Allendale*
Anderson County
Anderson
Belton
Bamberg County*
Denmark
Barnwell County*
Beaufort County
Beaufort
Hilton Head
Berkeley County
Goose Creek
Monck's Corner
Calhoun County
Charleston County
Charleston
Cherokee County*
Gaffney
Chester County
Chester
Chesterfield County
Clarendon County
Summerton*
Colleton County
Edisto Beach
Walterboro
Darlington County
Dillon County*
Lake View
Dorchester County
Edgefield County
Edgefield*
Fairfield County
Florence County
Georgetown County
Greenville County
Fountain Inn
Greenville

86
123
88
69
88
172
222
80
101
140
110
197
70
38

17
25
18
14
18
51
51
16
20
28
27
39
23
8
2
3
7
18
8
13
15
10

104
147
106
83
105
223
273
96
121
168
137
237
93
45
14
20
44
106
47
81
89
63
68
107
81
163
59
76
186
53
3
151
62
106
134
60
171
227
46
75
46
83
22
83
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16
37
88
39
67
74
52
56
89
68
136
49
63
154
44
3
125
52
88
112
50
143
188
38
63
38
69
19
70

11

18
14
27
10
13
32
9
1
25
10
18
22
10
29
39
8
13
8
14
4
14
8

(Table 1 continued)
How Much Tax Savings?
Tax Rollback on a $50,000 House
$10,000 Car (Counties & Selected Cities)

County

House

Car

Total

Greer
Greenwood County
Greenwood
Ninety-Six
Hampton County
Horry County
Myrtle Beach
Conway*
Jasper County
Kershaw County
Camden
Lancaster County
Lancaster
Laurens County
Clinton
Laurens
Lee County
Bishopville*
Lexington County
McCormick County*
McCormick**
Marion County
Marlboro County
Newberry County
Oconee County
Seneca
Walhalla
Orangeburg County
Pickens County
Clemson
Easley
Richland County
Columbia
Forest Acres
Saluda County
Saluda*
Spartanburg County
Spartanburg
Woodruff
Sumter County
Sumter
Union County
Union*
Williamsburg County

104
64
92
53
114
63
50
151
132
46
121
67
157
43
86
60
147
222
66
152
152

21
13
18
11
23
13
10
48
26
9
24
13
31
9
17
12
29
71
13
55
80
14
24
11
7
20
23
13
13
11
15
24
24
12
26
50
13
12
40
27
20
15
24
15

124
77
110
63
137
75
60
199
158
55
145
80
189
52
103
72
176
293
79
207
232
85
143
68
41
120
138
75
78
65
92
147
143
71
156
206
77
73
241
159
118
90
134
87

71

119
57
34
100
115
63
65
54
77
122
119
59
130
156
65
61
201
133
99
75
110
73
9

(Table 1 continued)
How Much Tax Savings?
Tax Rollback on a $50,000 House
$10,000 Car (Counties & Selected Cities)
County
York County
York

House

Car

Total

.30

6
15

36
91

76

The rollback feature reflects two of the primary purposes of this tax; to provide property tax
relief, and to provide additional local revenues to finance local public services. The rollback does
not preclude ordinary adjustments of the mil rate to reflect changing county or city needs.
However, knowing the political resistance to higher property taxes, it is unlikely that property
taxes would be restored to their current levels at any time in the near future as long as the sale·s tax
continues to be a productive local revenue source.

Equity and Fiscal Equalization
Any local tax raises two important issues about equity, or fairness in the distribution of the
burden of paying for public services. The first issue is equity among individuals--what is a fair
share for a household of a given size and income, property ownership and spending patterns? The
second equity issue is one of fairness among jurisdictions. To what extent should the cost of
providing the same local public services be allowed to vary among jurisdictions because of
differences in revenue-raising capacity? The first issue is usually described as one of
regressivity/progressivity. The second is referred to as fiscal equalization.
No single tax should have to bear the burden of accomplishing either or both of these
objectives by itself. Equity among individuals and jurisdictions is an issue that must be judged
from the standpoint of the total tax and expenditure system at all levels of government. However,
at any given time, a change in the the system--such as adding the local sales tax and substituting it
partially for property taxes--can be evaluated in terms of whether it makes the system more or less
regressive, and increases, decreases, or has no impact on fiscal equalization.
Who Pays the Sales Tax? One of the fundamental principles of taxation is that taxes should be
apportioned among citizens on the basis of some combination of two principles; in proportion to
the benefits received from the services financed with the tax (benefit principle), or in proportion to
ability to pay. Before these principles can be applied, it is necessary to determine exactly who is
paying the tax.
Most of the sales tax does in fact fall on the buyer in the form of higher prices paid, although a
small part may be absorbed by the seller. To the extent that the seller faces untaxed competition, or
competition taxed at lower rates, some of the tax may be absorbed by the seller. This is more
likely to be true for a seller in a border city where the rate across the state line is lower or even
zero, or a seller of a product subject to sales tax competing with products or services not subject to
tax. (The border issue is examined in a later section of this paper.)
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The portion of the sales tax falling on the seller rather than the buyer is easier to justify as a
benefit tax of sorts, since the vendor enjoys all the municipal services that support his operation
and bring in his customers. However, it is difficult to argue that the sales tax--or that part of it that
falls on the seller rather than the buyer--is apportioned among the various retailers in proportion to
either the cost of services provided or the value of services received. It is even harder to justify the
notion that the sales tax on buyers has much relationship to benefits received. 12
Equity Among Households. Since most of the burden falls on the buyer, the equity issue is
primarily one of how the tax is allocated among various households. Do higher income
households pay proportionally more than low income households? Do households in equal
economic circumstances pay approximately equal sales taxes? The answer to both of these equity
questions is no.
A regressive tax takes a higher percentage of income in taxes for lower income than higher
income families. That is, the percentage of income that is paid in tax is higher for lower income
families. Economists find that the sales tax ranges from mildly to highly regressive, depending on
the group of items the state exempts. Sales taxes are more regressive in states like South Carolina
that tax food and exempt most services. The sales tax takes a larger fraction of lower incomes than
higher incomes because the poor spend a larger fraction of their incomes on items subject to sales
taxes. As income rises, more spending goes into nontaxable purchases such as services (housing,
travel, medical care, education, etc.) and a smaller fraction of income is spent on food, clothing,
and other items subject to sales tax. A recent study in Kentucky validated this pattern, finding that
the sales and use tax (plus the motor vehicle tax) took 27 .1 percent of income for incomes less
than $3,000, falling steadily to 1.1 percent of incomes above $35,000. 13

In addition to being regressive, the sales tax is criticized as horizontally inequitable.
Households with the same incomes can pay vastly different percentages of their income in sales
tax, depending on how much of their income they spend rather than save and how their spending is
allocated between taxed and untaxed purchases. A household that spends heavily on food and
clothing will pay more tax than another household whose income is spent more on housing and
travel, for example.
These criticisms of the equity of the sales tax need to be qualified in two important respects.
First, an adequate measure of ability to pay might need to incorporate some other variables besides
earned income. It is possible to conceal income from the tax collection by a host of means, some
legitimate and some not. It is harder to conceal spending from the tax collector. Also, even if the
tax collector has a good measure of a household's current money income, that figure may be
temporarily high or low relative to longer term income and thus ability to pay taxes. One way to
correct for such problems is to use several measures of ability to pay. Two complementary
measures are wealth and consumer spending. The property tax captures the wealth component of
ability to pay, however imperfectly; the sales tax captures some part of the expenditure measure of
ability to pay.
Second, we need to keep in mind that to a large extent the local sales tax is being substituted
for the property tax as a way to finance local public services, even though there is a net increase in
taxes. The sales tax is regressive, but so is the property tax. Thus, the overall tax system may
become more regressive or less regressive as a result of this change. In addition, the distribution
of the tax burden should be examined in conjunction with the distribution of the benefits of public
services the taxes are used to finance.
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It is not clear to what extent low income families gain or lose from this change. Families that
would like to see more local public services will benefit from the additional revenues to cities and
counties. Low income families who own their own homes may see the property tax on their
houses disappear entirely in some areas, but will see an increase in their bills at the grocery store
and on other purchases. Tenants may see little or no reduction in their rents, depending on local
demand for rental housing, while they pay more in sales taxes. For many households, the family
car is a major purchase, and often the tax on the car approaches that of the house because cars as
assessed at the much higher ratio of 10.5 percent. Savings on car taxes will be spread across the
income spectrum, but will be greater for those owning newer or more expensive cars.
Equity and Taxes on Business Finns. A final equity issue of great importance in South
Carolina relates to the allocation of the increased sales tax burden versus the property tax savings
among households and between households and the business sector. Households will see an
increase in their sales tax of about $100 for a median income family. Relatively little of the sales tax
falls on business firms. However, since the rollback is based on fair market value rather than
assessed value, homeowners will also see a proportionally larger reduction in their tax burden.
For example, if a commercial property, an industrial property, and a home in a particular area with
a county/city tax of 150 mils all had a market value of $100,000, the tax rollback on all three would
be equal. Assume that the rollback on a market value of $100,000 in a particular county is $120.
For the house, assessed at 4 percent, the tax burden would fall from $600 to $480, a 20 percent
reduction. For the commercial property, assessed at 6 percent, the tax burden would fall from
$900 to $780, a reduction of 13 percent. For the industrial property, assessed at 9.5 percent, the
tax burden would fall from $1,425 to $1,305, a fall of 8.4 percent. Thus, it is not clear that
substituting a sales tax for part of the property tax will result in any significant shift in the
distribution of the tax burden toward households and away from business firms.
Ultimately, all taxes fall on households, directly or indirectly, because taxes that initially fall
on business firms must be borne in some combination by their customers, their owners, or their
employees. The real question, then, is how the value of business saving in rolled-back property
taxes will be apportioned among employees, owners, and customers. This question is very
difficult to answer. Economists believe that a fairly large share of the property tax falls on owners
rather than employees or customers, so that the savings will go to owners, typically middle to
upper-income households.
Fiscal Equalization: the Pool for Small Counties. In a 1974 study of local revenue
diversification, the U.S. Advisory Commission on Intergovernmental Relations (ACIR)
recommended a number of safeguards in designing local sales taxes to minimize distortions, make
them more equitable, and hold down collection and compliance costs. 14 One issue raised by ACIR
that has been ignored by most states in designing local non property taxes is the concern for
horizontal fiscal equalization between tax-rich and tax-poor local jurisdictions. In general, states
have preferred to address equalization by other means in order to provide some local autonomy and
"ownership" oflocal sales (and income) taxes.
An unusual feature of the South Carolina local option sales tax is a pool for fiscal equalization.
The authorizing legislation provides that up to 5 percent of revenues generated in the larger urban
counties (those generating $5 million or more in revenues each year) will be put into a pool to be
distributed the smaller, rural counties. The hope is that the pool will be adequate to provide a
minimum of $2 million for each of the smaller, rural counties. If 5 percent of the revenues from
large counties is insufficient to fund smaller counties up to the $2 million level, then smaller
counties will receive less than $2 million, with the shortfall apportioned among the receiving
counties on the basis of their relative populations.
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For the first year, it is estimated that a pool of about $19 million would be needed to bring all
the smaller counties up to $2 million in revenues. Even if the tax is adopted in all of the fifteen
counties expected to generate most of the revenues, it is estimated that the pool will only be funded
at a level of about $12 million in the first year, or about two thirds of what is required to guarantee
all counties at least $2 million.
Fifteen urban counties are projected to be contributors to the fund to bring the revenues in 19
rural counties up to $2 million each, with the remaining 12 counties neither contributing to nor
receiving from the fund. Table 2 identifies which counties are projected to be contributing to the
pool, drawing from the pool, or not participating.

Table 2
The Pool of Shared Funds Contributing and Receiving Counties
Receiving Counties
Abbeville
Allendale
Bamberg
Barnwell
Calhoun
Chester
Clarendon
Dillon
Edgefield
Fairfield
Hampton
Jasper
Lee
McCormick
Marion
Marlboro
Newberry
Saluda
Union

Contributing Counties
Aiken
Anderson
Beaufort
Berkeley
Charleston
Florence
Greenville
Horry
Lexington
Orangeburg
Pickens
Richland
Spartanburg
Sumter
York

Neither
Cherokee
Chesterfield
Colleton
Darlington
Dorchester
Georgetown
Greenwood
Kershaw
Lancaster
Laurens
Oconee
Williamsburg

Source: S.C. Municipal Association

The rationale for this fund is twofold. First of all, rural counties have little potential to
generate revenues from any sources, including the property tax. This fund will provide them with
the additional resources that they need in order to provide basic public services to residents of rural
areas and small towns. Second, residents of rural counties frequently do most of their shopping in
nearby urban and suburban counties, so the revenue generated in urban centers is at least partly
from residents of other, smaller counties.
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Revenue Potential
Among the goals of local revenue diversification cited earlier were several relating to revenue;
a substitute revenue source for the property tax that would provide a stable source of revenue that
will grow with inflation, income, service demand and population. The sales tax scores well on this
criterion. The most important measure for this purpose is the responsiveness of a tax to changes in
income in the area in which it is collected.
Responsiveness of a tax is measured by its income elasticity, or the percentage increase in tax
revenues in response to a given increase in personal income in the jurisdiction collecting the tax.
Studies of state sales taxes show that a 1 percent increase in total income results in an increase in
sales tax revenue between 0.8 percent and 1.27 percent, with the most frequent response being
right at 1 percent. Revenues from income taxes fluctuate more than sales taxes, and property taxes
less. 15 Thus, the sales tax occupies an intermediate position, offering more stability but less
sensitivity to growth and inflation than the income tax, but in the opposite position with respect to
the property tax.
Economists Fox and Campbell examined the elasticity of the sales tax base over the course of
recessions and expansions and found that the overall base tends to fluctuate, although by
somewhat less than the fluctuations in total income. Consumer durables were highly sensitive to
ups and downs in income, while nondurables were highly stable. When income falls (or rises),
the various components of the sales tax fall (or rise) by varying amounts ranging from 16 percent
to 92 percent of the percentage change in income. 16

How Much Revenue?
The South Carolina Tax Commission and the South Carolina Municipal Association have both
developed preliminary estimates of the amounts of revenue that would be received by each of the
46 counties and their incorporated municipalities. The state total in the first year is projected to be
about $288 million if all counties adopt the tax. After subtracting administrative costs of no more
than 1/2 of lpercent or $750,000, whichever is greater, and providing for the fund to bring smaller
counties up to $2 million, the Tax Commission will distribute the rest to counties on the basis of
where it was collected each quarter.
The potential revenues for urban counties are quite substantial. According to estimates by the
S.C. Municipal Association Charleston County and its municipalities, for example, would generate
$35.8 million in local sales tax revenues, of which $1.8 million (5 percent) would go into the pool
for rural counties. The remaining $34 million would provide $21.4 million in property tax relief
and $12.8 million to fund additional local public services. Of that total, the city of Charleston
would receive $6.5 million, with $4.1 million going to property tax relief and $2.3 million in
"new" money.
At the other end of the spectrum, the small rural county of McCormick would receive the the
minimum of $2 million, most of which would come from the supplementary fund. In McCormick
County, $1.26 million would go to property tax relief, leaving $110 thousand for new projects and
services Table 3 shows the total figures for each county for revenues generated, receipts from or
payments to the pool, property tax relief, and additional revenues for local public use.
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Table 3
Projected First Year Total Revenues, Property Tax Relief, and
"New" Revenue by County (First Year)

Count:,::

Abbeville
Aiken
Allendale
Anderson
Bamberg
Barnwell
Beaufort
Berkeley
Calhoun
Charleston
Cherokee
Chester
Chesterfield
Clarendon
Colleton
Darling
Dorchester
Edgefield
Fairfield
Florence
Georgetown
Greenville
Greenwood
Hampton
Horry
Jasper
Kershaw
Lancaster
Laurens
Lee
Lexington
McCormick
Marion
Marlboro
Newberry
Oconee
Orangeburg
Pickens
Richland
Saluda
Spartanburg
Sumter

Revenue after Maximum Amount
from(+) or
Distribution
From Pool*
to (-1 Pool
$2,000,000
7,402,005
2,000,000
10,057,659
2,000,000
2,000,000
10,398,010
4,944,433
2,000,000
34,033,638
2,906,919
2,000,000
2,124,630
2,000,000
2,314,313
2,000,000
4,394,518
2,000,000
2,000,000
8,954,178
3,861,329
33,696,455
4,900,230
2,000,000
23,388,130
2,000,000
2,839,892
3,154,927
2,721,935
2,000,000
4,008,669
2,000,000
2,000,000
2,000,000
2,000,000
3,407,175
5,608,978
4,910,156
34,202,875
2,000,000
17,497,642
6,511,272

+1,248,716
-309,579
+1,647,372
-529,350
+1,262,501
+895,989
-547,264
-260,333
+ 1,683,851
-1,791,244
-0+601,014
-0+601,014
-0+ 40,478
-0+1,432,644
+1,231,678
-471,273
-0-1,773,498
-0+1,097,150
-1,230,954
+854,728
-0-0-0+ 1,412,759
-737,298
+1,784,740
+268,899
+782,234
+110,574
-0-295,209
-258,429
-1,800,151
+1,448,272
-929,929
-342,699
15

Pro12ert:,::
Tax Relief
$1,260,000
4,663,263
1,260,000
6,336,325
1,260,000
1,260,000
6,895,523
3,114,993
1,260,000
21,441,192
1,831,359
1,260,000
1,338,517
1,260,000
1,458,017
1,260,000
2,768,546
1,260,000
1,260,000
5,641,636
2,432,637
21,228,767
3,087,145
1,260,000
14,684,122
1,260,000
1,789,132
1,987,604
1,7 14,819
1,260,000
8,825,46
1,260,000
1,260,000
1,260,000
1,260,000
2,146,520
3,533,656
3,093,398
21,547,811
1,260,000
112023,514
4,102,101

Amount for Amount of
New Revenue**
$740,000
2,738,741
740,000
3,721,334
740,000
740,000
4,049,751
1,847,940
208,657
12,592,446
1,075,560
740,000
786,113
740,000
856,296
740,000
1,625,972
740,000
740,000
3,313,046
1,428,692
12,467,688
1,813,085
740,000
8,624,008
740,000
1,050,760
1,167,323
1,007,116
740,000
15,183,208
740,000
740,000
740,000
740,000
1,260,655
2,075,322
1,816,758
12,655,064
740,000
6,474,128
2,409,171

(Table 3 continued)
Projected First Year Total Revenues, Property Tax Relief, and
"New" Revenue by County (First Year)
County

Union
Williamsburg
York

Revenue after Maximum Amount
Distribution
from (+) or
to(-) Pool
From Pool*
2,000,000
2,384,289
8,972,665

+608,733
-0-472,246

Property
Tax Relief
1,260,000
1,502,102
5,652,779

Amount for Amount of
New Revenue**
740,000
882,187
3,319,886

Revenues are for both the county and the municipalities in each county combined.
* Includes receipts from pool for smaller counties. Figure for larger counties is after making
estimated contribution to pool.
**Equals the tax revenue raised locally plus amount from pool minus amount dedicated to property
tax relief.
Source: S.C. Municipal Association.

Changes in the Tax Burden
With $288 million in local sales tax revenues, property tax rollbacks in the first year would
amount to $181 million, leaving $108 million in new tax revenue. This additional tax would have
raised South Carolina's ranking in per capita taxes from 43rd to 42nd in 1989. South Carolina's
state and local taxes take about 16.3 percent of personal income, just a shade above the U.S.
average of 16.2 percent (ranking 24th in 1987). With the addition of a local sales tax, South
Carolina would be collecting 16.6 percent of personal income, making the state 19th in the nation
(ignoring any recent tax changes in other states). Since there has been considerable expansion in
the use of local sales taxes in Texas, increases in rates in several states, new authorizations in
Pennsylvania, and pending legislation in Minnesota, it is likely that both the average state and local
tax per capita and the average as a percent of personal income have risen, so that the change in the
state's relative ranking is probably smaller.
Efficiency Effects: Business Location, Border Sales
and Costs of Collection and Compliance
One of the concerns that has been expressed in a number of counties is how their tax
collections and business development will be affected by whether adjacent counties adopt the tax.
Because the tax is truly local option, it will take effect in any county where the referendum passes,
even if only one county decides to try this tax.
First, the size of the pool for smaller counties depends on how widely the tax is adopted in
urban counties. In addition, there may be effects on business location, i.e., retail stores may
choose to locate in counties that do not have the tax, are uncertain. The effect of sales tax
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differences on sales, business location, and other economic decisions is known as "the border
issue."
The Border Sales Issue. Owners of commercial establishments must weigh the potential
impact of the tax on sales in deciding how to vote, especially those retailers that sell big ticket items
such as appliances and computers and may be competing with sellers in other counties without the
tax. However, even on a $1,000 appliance, the additional tax would only be $10--probably not
enough of a difference to send people shopping across city or county lines.
Several studies suggest that local sales taxes do affect the location of retail activity and the
decisions by consumers about where to shop. These taxes are less likely to impact on the location
of non-retail business or res iden tial choice. Fox 17 found that a tax rate differential reduced retail
sales and employment in three Tennessee border cities -- Clarksville, Chattanooga, and Tri-Cities -
competing with retailers in adjacent states with lower sales tax rates. Mikesell, in a 1970 study,
found that the effect of the sales tax on retail sales was significant; a one percentage point increase
in the rate would lower per capita retail sales by amounts ranging from 1.69 percent to 10.97
percent. 18 Of the various local taxes--income, property, and general sales--he found that the
border effects were largest for the sales tax. Due and Mikesell examined a number of studies of the
border city problem. They concluded that the border problem has been reduced by the spread of
the sales tax to almost all states, but that for cities close to the state line, a tax rate differential
causes significantly lower per capita sales. 19
For South Carolina, only one major pair of cities--Greenville and Spartanburg--is close to the
state line. The rate in North Carolina (combined state and county) is 5 percent versus a combined 6
percent in South Carolina. In Georgia, the combined rate is 5 percent in some counties, 6 percent
in others. Thus, if there is a border problem with respect to adjacent states, it will be small; border
problems are more likely to occur within the state between districts that do and do not adopt the
tax. While stores in no-would be collecting lower sales taxes, they would be paying higher
property taxes if the local option sales tax is not adopted. Furthermore, under the new tax these
firms should be receiving better local services such as street maintenance, trash collection, and
police and fire protection.
Costs of Collection and Compliance. South Carolina, like most states that authorize local
sales taxes, has chosen to use the existing state administration to collect and disburse the tax. A
few states do allow local governments to administer the tax themselves. However, Due and
Mikesell argue that "Local administration has created substantial problems in virtually every
application." They point out that state administration facilitates collection of local use taxes on
interstate transactions, simplifies coordination of taxes in overlapping jurisdictions, and reduces the
need to compensate vendors for compliance costs. 20
Sales taxes in general are fairly inexpensive to administer. Administrative costs for the state
general sales tax range from 0.30 percent of revenue in Arizona to 1.68 percent in Nevada, with a
median of 0.73 percent for 23 states for which data was available. 21 Administrative costs as a
percentage of revenue can be expected to be higher where there are more exemptions from the
base, where rates are lower, or where administration is done locally. The additional cost of
administering the local tax in South Carolina should be toward the lower end of the range given,
since there are no new firms to register or returns to process. The additional administrative cost
consists of allocating revenue to the proper jurisdiction, administering the pool for rural counties,
and disbursing funds to the proper local jurisdictions.
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Although sales taxes compare favorably with both income and property taxes in terms of
administrative costs, they do create costs of compliance for vendors. Costs were highest for
smaller stores or those with a high percentage of exempt items. One study found that compliance
costs averaged 3.93 percent of tax due. Another study, for a department store with a 4 percent tax
rate, found compliance costs to be about 2.51 percent of tax liability. The higher the tax rate, the
lower the compliance costs will be as a percentage of the tax liability.22 Since there is no use tax
collected between local jurisdictions, however, the additional local sales tax will create no
additional compliance cost for retailers, except for the initial adjustment of the rate.
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Summary and Conclusions
The local option sales tax represents a watershed in fiscal independence for cities and counties
in South Carolina, which have historically been limited to the property tax and dependent on state
aid to support local public services. This tax offers considerable revenue potential, along with
some unusual features that provide for fiscal equalization and require a rollback of property taxes.
Although these restrictions keep this tax from being a truly local option tax in South Carolina, the
sales tax will provide local governments in South Carolina a stable and growing revenue source to
replace part of the property tax, compensate for loss of Federal aid, and allow expansion of local
public services.
The sales tax, like any tax, is an imperfect instrument for sharing the burden of financing local
public services in a way that is equitable and efficient. The tax is regressive, and it does cause
some moderate amount of distortion in where people shop and where they locate retail outlets. The
addition of a local tax will bring the combined state-local rate to 6 percent, a further increase on top
of the raise from 4 percent to 5 percent just five years ago. The distribution of the revenue does
not necessarily match the distribution of greatest local revenue needs, although the fiscal sharing
pool will alleviate that problem to some degree. However, it also has its attractions; stability,
growth, low administrative costs, and acceptability. Some of its drawbacks appear less threatening
when compared to the drawbacks of the property tax that it will at least partly replace.
The ballot box decision is difficult to weigh or to predict. No two individuals, cities, or
counties will be affected in the exact same way by this tax. Individuals with large property
holdings may stand to gain more than others. Counties with a large tourism industry, or with large
cities that are shopping magnets for the surrounding area, will generate the most sales tax revenue.
Small counties are more likely to approve the tax because they will benefit from the pool
provisions, while large counties that are required to contribute to the pool may run into some
resistance to the tax for that reason.
Nationally, the local sales tax is here to stay. It is a firmly established component of local
revenues in more than half the states, a major revenue producer in one-third. Its use continues to
expand in states where it is authorized, and it is likely to be adopted in the next few years in some
states where it is not yet available. If this tax is widely adopted in South Carolina, the tax burden
will increase slightly, and the distribution of the burden will change in ways that are difficult to
measure or predict.

19

Footnotes
1Counties

are also allowed to rescind their approval by referendum if 15 percent of the voters
in a county petition to do so. Such a referendum must be held on the General Election day in
November.
2 Rodgers,

James D., "Sales taxes, income taxes, and other nonproperty revenues," in J.
Richard Aronson and Eli Schwartz, eds., Management Policies in Local Government Finance,
Third Edition, International City Management Association, Washington, D.C., p. 229.
3 The report

summarized a series of working papers available through the Department of
Agricultural Economics or the Strom Thurmond Institute at Clemson University. Mark Henry was
the author the working paper entitled "The Local Sales Tax: An Alternative for Financing Local
Governments in South Carolina," which considered some of the design issues and revenue
potential for such a tax in South Carolina.
4 Changing

Public Attitudes on Government and Taxes. U.S. Advisory Commission on
Intergovernmental Relations, Washington, DC, 1989.
5 These

data, and most of the other data cited, are from the U.S. Advisory Commission on
Intergovernmental Relations' annual publication Significant Features of Fiscal Federalism
(Washington, DC. 1989 and 1990 editions.) For a more detailed description of the workings of
local sales taxes in other states, see see Local Revenue Diversification: Local Sales Taxes (SR-12),
U.S. Advisory Commission on Intergovernmental Relations, Washington, DC, September 1989.
6 Based

on 1987 data. Own source revenues include fines, fees, licenses and user charges as
well as taxes and are a broader measure of local revenues. They do not include any Federal or state
aid.
7 Since

local revenues include the revenues of school districts that do not have access to sales
taxes, these figures understate the significance of the tax to particular types of governments, such
as counties in North Carolina.
8Due, John and Mikesell, John, Sales Taxation: State and Local Strncture and Administration.
Baltimore, MD: Johns Hopkins University Press, 1983, Chapter 10.
9 U.S.

Advisory Commission on Intergovernmental Relations, Local Revenue Diversification:
Income. Sales Taxes and User Charges, A-47, Government Printing Office, October 1974, p. 3.
10 Mabry,

Ulbrich and Warner, "Do Local Sales Taxes Provide Property Tax Relief?",
presented at the Western Economic Association meetings, June 1989.
11 Based

on estimates by the South Carolina Tax Commission.

12 Rodgers,

op.cit., p.233.

13 Fox,

William F. and Charles Campbell, "Stability of the State Sales Tax Income Elasticity,"
National Tax Journal 37,#2 (June 1984), p. 201-212.
20

14 A

case can be (and has been) made that the city does generate benefits to both residents and
nonresidents who shop in the local jurisdiction, benefits that can be approximated by a sales tax.
Those who shop in the central city park in city parking lots, walk on the sidewalks, create traffic,
generate trash, consume the city's cultural services such as museums, and benefit from fire and
police protection. Those who live outside the city, however, generate little in the way of tax
revenue to to any local government whose only source of local tax revenue is the property tax.
Thus, one way to charge for the services that these people enjoy is through a sales tax that is paid
in part by nonresident shoppers.
15 Stober,

William J., "A Study of State Tax Incidences -- The Kentucky Case," Revenue
Administration, 1983, p.191-197.
16 Fox,

William F., "Tax Structure and the Location of Economic Activity Along State
Borders," National Tax Journal, Vol. 39, No. 4 (December, 1986), p. 387-402.
17 Mikesell,

John L., "Central Cities and Sales Tax Differentials: The Border City Problem,"
National Tax Journal, 23 (June 1970), p. 206-214.
18 Due,

John and Mikesell, John, Sales Taxation: State and Local Stmcture and
Administration. Baltimore, MD: Johns Hopkins University Press, 1983, p. 316-7.
19Due

20

and Mikesell, Sales Taxation, p. 280.

Ibid., p.313-4.

2 1Rodgers,

op.cit., p. 323-7.

22 Ibid.

21

CLEMSON UNJVERS!TY LIBRARY

BRODART, INC.

Cat. No 23-221

.

lllll~lllllillllll]ifl i ffll il~l l l l/1111
3 1604 004 612 851

,

THE

SfROM THURMOND

INSTITUTE

~

